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Foreword 


C anadian taxpayers are 
telling their elected 


representatives that they want 
the best possible value from the 
tax dollars they send to their 
federal government in Ottawa. 
Members of Parliament, in turn, 
look to the Auditor General to 
help them find out whether that 
value is being obtained by the 
Government. 


The aim of this booklet is to explain how the Office of the 
Auditor General helps Parliament achieve this and how the 
Office fits into our parliamentary system of government. The 
mission statement of the Office sums up its role: 


“The Office of the Auditor General of Canada serves the 
House of Commons by conducting independent audits 
and examinations. We encourage accountability and 
improvements in government operations.” 


Parliament, the government, and the public service are the 
guardians of public funds entrusted to them for the 
accomplishment of programs and services to benefit taxpayers. 
An important part of the confidence that citizens have in our 
democratic institutions is their concern that their tax dollars 
are spent wisely and effectively. There must be, and there must 
be seen to be, value for money spent. In a significant measure 
then, confidence in our national government depends upon 
clear and timely accountability by the government for its 
performance. 


I firmly believe that the Office of the Auditor General can and 
must influence the attitude of the government and public 
servants toward better management OLtax collars: 


L. Denis Desautels, FCA 
Auditor General of Canada 
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A government accountable to Parliament 


The government of the day answers to the House of 
Commons for its actions. The House uses a number of 
information sources to hold government to account. One of 
these is independent audit. 


A brief history 


The Office of the Auditor General of Canada was 
established in 1878. Its role and responsibilities were 
redefined by the 1977 Auditor General Act. 


Role of the Auditor General: to aid accountability 


The Office of the Auditor General aids accountability by 
conducting independent audits and examinations of 
government activities. 


What are the Auditor General’s responsibilities? 


The Auditor General reports on the way the government 
handles revenues and whether spending is accurately 
reported, if it complied with the law, and if it was carried 
out economically, efficiently, and effectively. 


What does the Auditor General audit? 


All government departments and agencies, many Crown 
corporations, the governments of the Yukon and Northwest 
Territories, and some United Nations agencies. 


How does the Office do its work? 


There are three aspects of government auditing: attest, 
compliance, and value-for-money. 


Reporting audit results 


The annual Report of the Auditor General to the House of 
Commons is the main means of communicating audit 
results. 


The Public Accounts Committee 


The Public Accounts Committee of the House of Commons 
holds hearings based on the Auditor General’s Report. It 
makes recommendations to the House of Commons and the 
audited department. 


Who works at the Office of the Auditor General? 


Staff come from a wide variety of occupational fields and 
disciplines. 


International activities 


The Office is involved in a number of international 
activities. 


Who audits the Auditor General? 


Several different reviews of the Office are carried out. 


For more information 
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A government accountable to Parliament 


T he people’s right to control how their taxes are spent is 
one of the cornerstones of democratic government. In 
Canada, like other parliamentary democracies, this control is 
carried out on behalf of the people by their elected 
representatives, the Members of Parliament. 


The government of the day must obtain the permission of 
Parliament before it can collect or spend money. And after it 
spends tax dollars, the government must also be able to show 
thratat spent the correct amount, for the purposes approved by 
Parliament. This obligation of government to answer for its 
actions is called accountability. 


Over the years, a process has developed to hold the 
government to account. The government must report fully on 
its performance by submitting to the House of Commons: the 
annual spending plans of each department, reports on their 
past year’s activities, and the annual financial statements 
showing all federal spending, borrowing, and taxing, known as 
the Public Accounts of Canada. 


These documents provide Members of Parliament with a great 
deal of information for holding the government to account. 
But one more link in the accountability process is needed: 
independent assessment of that information. Members of 
Parliament need this impartial evaluation so that they can 
effectively question or criticize the government on its 
performance. 


The Auditor General of Canada audits government operations 
and provides the information that helps Parhament to hold the 
government to account for its stewardship of public monies. 
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A brief history 


ohn Lorn McDougall, a former Member 
of Parliament, was appointed the first 
independent Auditor General of Canada in 
1878. The job was previously performed by 
a government official, the deputy minister of 
Finance. 


The Auditor General of that day had two 

main functions: to examine and report on 
past transactions and to approve or reject 
the issue of government cheques. 


The Auditor General’s annual reports to the 
House of Commons in this era were weighty 
documents, sometimes as long as 2,400 
pages! They listed every single government 
transaction, from the purchase of bootlaces 
to contracts for bridge-building. These 
detailed records reveal a different focus 
from the work of the federal audit office 
today. But like today, the Auditor General of 
the late 19th century was expected to report 
on whether public money was spent the way 
Parliament intended. 


In 1931, Parliament transferred 
responsibility for issuing cheques to a newly 
created government official, the 
Comptroller of the Treasury. This drew a 
clear line between the duties of government 
and the auditor: The government is 
responsible for collecting and distributing 
public funds, while the auditor is 
responsible for examining and reporting on 
how those funds were handled. 


The work of the Office began to move in 
its current direction in the 1950s, when 
the Auditor General began to report on 
“non-productive payments.” These were 
transactions that, while legal, provided no 
apparent benefit to the taxpayer. These 
reports were controversial because 
government officials felt the Auditor 
General was commenting on government 
policy, and therefore going beyond his 
mandate. 


To settle the question, a special committee 
was set up in 1973 to examine the role and 


responsibilities of the Auditor General. Its 
report led to new legislation — the 1977 
Auditor General Act - that defined and 
expanded these responsibilities. In 
addition to looking at the accuracy of 
financial statements, the Auditor General 
was given a broader mandate to examine 
how well the government managed its 
affairs. The new Act maintained the 
important prinaple that the Auditor 
General does not comment on policy 
choices but does examine how those 
policies are implemented. 
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The 1977 Act redefined the Auditor General’s responsibilities 


PARLIAMENT 


The audit office reports 
audit results to Paniament 


Office of the 
Auditor General 


The audit office audits 
govemment operations 


Govemment accounts for 
spending and programs 


Parliament authorizes 
government spending 
and programs 


Government 


Role of the Auditor General: to aid 
accountability 


he Auditor General aids accountability by conducting 

independent audits of federal government operations. 
These audits provide Members of Parliament (M.P.s) with 
objective information to help them examine the government’s 
activities and hold it to account. 


For the Auditor General to be effective, he or she must be 
objective. To help achieve this objectivity, Parliament has taken 
steps to keep the Auditor General independent of the 
government. 


The Auditor General is an officer of Parliament, independent 
of the government of the day, and is appointed for a 10-year 
period. The budget of the Office is controlled by Parliament — 
and not by the government. The Office also has the freedom 
to recruit its own staff and set its own employment terms. 
The Auditor General has the right to ask the government for 
any information required to do the job as outlined in the 
Auditor General Act. Moreover, the Auditor General submits 
the audit reports directly to the House of Commons. 


What are the Auditor General’s 
responsibilities? 


T he 1977 Auditor General Act gives the Auditor General 
three main responsibilities. Put simply, the Auditor 
General is required to provide M.P.s with answers to these 
questions: 


© Js the government keeping proper accounts and records and 
presenting ats financial information accurately? 


This is called “attest” auditing. The auditor attests to, or 
verifies, the accuracy of financial statements. 


© Did the government collect or spend the authorized amount of 
money and for the purposes intended by Parliament? 


This is called “compliance” auditing. The auditor asks if the 
government has complied with Parliament’s wishes. 


e Were programs run economically and efficiently? And does the 
government have the means to measure their effectiveness? 


This is called “value-for-money” auditing. The auditor asks 
whether or not taxpayers got value for their tax dollars. 


“Value-for-money” is a relatively new approach to auditing 
that examines management practices, controls, and reporting 
systems. In addition to attest and compliance reports, 
legislators also need to know how well the government has 
implemented its policy objectives. Value-for-money audits do 
not question the merits of government policies - they simply 
tell legislators how well the policies were implemented. 


The attest, compliance and value-for-money audits combine to 
form an audit framework which, over time, provides a 
complete view of the organization. The term “comprehensive 
auditing” is used to describe this audit framework developed by 
the Office to meet the requirements of the Auditor General Act. 


Comprehensive auditing provides a total view 


Or 


What does the Auditor General audit? 


he audit office audits all areas of the Canadian 

government. This includes a vast range of activities: 
health, culture, the environment, finance, agriculture, 
transportation, and scientific research, to name a few. In total, 
this includes: 


® over 100 federal government departments and agencies. 
They range from small boards to large, complex 
organizations whose activities extend across Canada and 
overseas. 


® over 40 Crown corporations, for example, the Canadian 
Broadcasting Corporation and the Royal Canadian Mint. 
Under the Financial Administration Act, most Crown 
corporations must undergo a value-for-money audit (called a 
special examination) every five years. In addition, their 
financial statements are audited annually with the Public 
Accounts of Canada. 


® areas of responsibility shared by more than one department, 
such as immigration. 


issues that affect the entire government, for example, the use 
of computers or personnel matters. 


® the governments of the Yukon and the Northwest Territories. 


* some United Nations agencies, such as the International 
Atomic Energy Agency, and the International Civil Aviation 
Organization. 


The Office audits all areas of the federal government 


How does the Office do its work? 


Attest auditing 


E very year, the Government of Canada publishes the financial 
statements of all federal departments, agencies, and Crown 
corporations in a document called the Public Accounts of Canada. 
The Auditor General examines these statements and expresses an 
opinion on their accuracy. 


Auditors, with the help of computers, check samples of transactions 
and balances. They compare the results with other groups or 
businesses involved in the transactions. The auditors also check the 
reliability of the departments’ financial control systems. 


Compliance auditing 


‘The audit team reviews transactions to see if the department 
conformed to all appropriate laws and regulations. This involves 
checking the spending authority contained in the annual budget, 
relevant legislation, decisions of Cabinet and the Treasury Board, 
which oversees all aspects of government spending, and internal 
departmental policies. 


Value-for-money auditing 


Because of the large size of some 
departments, the audit office 
focusses each audit on a selected 
number of activities. In this way, 
the entire department can be 
examined over a number of years. 


A value-for-money audit, which 
can last from 6 to 18 months, has 
three stages: planning, 
examination, and reporting. At all 
stages, the audit team works 
closely with an advisory committee 
of experts who offer advice and 
review audit results. 


In the planning stage, the audit 
team studies the program and its 
working environment. They 
identify areas to be examined 
during the audit and establish the 
audit criteria — standards to which 
the audited program can be 
compared. During the 
examination phase, the audit team 
gathers and tests evidence and 
analyses findings. This may 
require field work that can range 
from checking inventory in 
government warehouses to 
examining the management of an 
agricultural research station. At 
this point, the department may 
decide to make changes based on 


the preliminary findings. In the reporting phase, itis decided what 
will be included in the Auditor General’s annual Report to the House 


of Commons. 


Value-for-money audits examine program management 


Reporting audit results 


T he principal instrument for reporting is the Auditor General’s 
annual Report to the House of Commons. It contains the 
results of: 


¢ Comprehensive audits of federal departments and agencies, and of 
issues that cross departmental lines. 


® Government-wide audits (for example, the use of computers). 


¢ Follow-up reports, which review the actions taken by departments 
in response to previous audits. 


¢ Audit notes. These are significant matters that are not included in 
any of the above reports. 


Some audit results are reported through other means: 


® Special examinations of Crown corporations are reported directly 
to their Board of Directors. 


® Audits of the governments of the Yukon and Northwest Territories 
are reported annually to their legislative assemblies. 


® Opinions on the government’s financial statements (attest audits) 
are included with the publication of the Public Accounts of Canada 
every autumn. A summary 1s also published in the Auditor 
General’s annual Report. 
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The Public Accounts Committee 


A Ithough the Auditor General’s Report attracts considerable 
attention when it is released each year, its long-term impact is 
felt when it is examined by the House of Commons Standing 
Committee on Public Accounts. 


The Public Accounts Committee reviews whether public money was 
spent for the approved purposes and with due regard for efficiency, 
economy, and effectiveness. 


The Committee bases much of its work on the Auditor General’s 
annual Report. Throughout the year, it holds hearings attended by 
the Auditor General and senior public servants of the audited 
department to review audit findings. 


After the hearings, the Committee may report and make 
recommendations to the House of Commons. The audited 
department is generally expected to report back to the Committee on 
what it has done in response to these recommendations. In this way, 
the Public Accounts Committee completes the loop of accountability. 


The Public Accounts Committee examines the Auditor General’s Report 


a 


Who works at the Office of the Auditor General? 


he Office has a staff of wide experience and skills. The broad 

scope of government auditing requires specialists from many 
different fields, including engineers, lawyers, economists, computer 
scientists, management specialists and sociologists, in addition to 
accountants and finance experts. Staff is organized into teams that 
are assigned to the audits of specific departments, agencies, or Crown 
corporations. Most of the audit staff work out of the head office in 
Ottawa. There are also regional offices in Vancouver, Edmonton, 
Winnipeg, Montreal, and Halifax. 


Audit work is supported by staff who research and develop audit 
policies and methodologies and run extensive training programs. 


The Office also offers training for students who are articling for the 
Chartered Accountant, Certified General Accountant, and Certified 
Management Accountant programs. 


International activities 


T he Office audits a number of United Nations agencies and has 
served as one of the auditors of the UN itself. The Canadian 
audit office has also been one of the most prominent supporters of 
training programs for auditors from developing nations. Every year, 
senior government auditors from developing countries come to the 
Office as part of the International Audit Office Assistance Program. 
They spend a year in Canada learning techniques in public sector 
auditing. The program is funded by the Canadian International 
Development Agency (CIDA) and administered by the Canadian 
Comprehensive Auditing Foundation (CCAF). 


The INTOSAI Development Initiative (IDI) is another international 
training activity supported by the Office. INTOSAI, which stands for 
International Organization of Supreme Audit Institutions, is made up 
of the heads of national audit offices from around the world. The IDI 
Secretariat is attached to the Canadian Office of the Auditor General. 
It offers training seminars and an extensive training information 
exchange program for its members. 


Who audits the Auditor General? 


An external auditor appointed by Treasury Board audits the Office of 
the Auditor General annually. The auditor’s report is submitted to 
Treasury Board and tabled in the House of Commons. The Auditor 
General, like government departments, also submits annual spending 
estimates to Parliament. The Public Accounts Committee calls on the 
Auditor General to explain the spending estimates and management 
practices of the Office. Within the OAG, the program evaluation and 
internal audit group continually monitors and suggests ways to 
improve the Office’s work. 


For more information, please contact: 


Public Affairs 

Office of the Auditor General 
240 Sparks Street 

Ottawa, ON 

K1A 0G6 

(613) 995-3766 

FAX (613) 952-2245 


You may also want to read: 
Cordial But Not Cosy, by Sonja Sinclair, which provides a history of the 
Office of the Auditor General up to 1979. 


The Public Purse, by Norman Ward, which describes the development 
of government accountability in Canada from the 1840s to the 1950s. 


The Office of the Auditor General would like to thank the organizations 
which supplied photographs for this booklet: 


Department of National Defence House of Commons 
Health and Welfare Canada Public Works Canada 
Industry, Science, and Secretary of State 
Technology Canada-Photo Library Department of Communications 
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